Previous Work

Stock Market Valuation
Cross sectional aspects of dynamics of valuation metrics across global equity markets.
2
The periods when markets are driven by euphoria and fear.
Computing CAPE
CAPE is defined for a stock market index I at time t as
, where the numerator, rP I t , is the price level of the index I at time t expressed in real terms as
where CPI I t is the last published consumer price index at the domestic country to index I at time t, T is the reference date taken as the last time in the sample and P I t is the price level of the index, and the denominator Avg M;t ⇥ rEPS
, is the average of the earnings per share, expressed in real terms, over a past window M.
CAPE
We assume that Avg M;t ⇥ rEPS Volatility Modelling -GJR GARCH (1993)
where
However !,↵, , > 0 (restrictions imposed) then the volatility can be modeled by the following expression,
Q t = (1 a b)P + a" t 1"t 1 + bQ t 1 (8)
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